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Since the reform and opening up, economic growth in China has been 
experiencing a high growth speed as well as wild fluctuations, which caused a great 
harm to the health run of China's economy. This has been plaguing Chinese 
decision-making authorities so long. Recalling China’s economic development during 
the past 30 years, it can be found that export-oriented economic development model 
played a key role. The growth in foreign trade has made important contributions to 
China's economic development. At the same time, the economic development model 
of over-reliance on export has been difficult to sustain. Moreover, China's 
macroeconomy has been increasingly susceptible to the influence of external demand 
shocks.  
Especially, with international vertical specialization of production and trade 
integration prevailed and developed in-depth, the impact of exogenous shocks through 
international trade channels on the economic fluctuations differs from the traditional 
trade patterns. Therefore, from the perspective of international vertical specialization, 
the study on exogenous shocks, especially external demand shocks on China's 
economic fluctuations and the transmission mechanism, undoubtedly has important 
theoretical and practical significance. 
Based on whether to consider the background of international vertical 
specialization, this paper draws the theoretical framework of DSGE model for small 
open economy, using China's quarterly data and Bayesian estimation methods to study 
China's macroeconomic fluctuations comprehensively, as well to reveal the cause of 
China’s economic fluctuations and their impact pathways. 
 First, the paper investigates the characteristic facts of China’s macroeconomic 
fluctuations after the reform and opening up, providing the experience basis for the 
model building. Second, on the basis of considering the background of international 
vertical specialization or not, this paper analyzes the transmission mechanism of 
external shocks on the economic fluctuations from the perspective of supply and 
demand, providing the theoretical guidance for the mechanism analysis. Again, based 
on whether to consider international vertical specialization in different circumstances, 
dynamic stochastic general equilibrium models (DSGE models) for small open 
economy in the background of the financial accelerator theory were established. After 
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estimate and calibrate the model parameters, meanwhile further analysis are 
performed from the perspectives of the impulse response analysis, theoretical variance 
decomposition and historical variance decomposition. This paper then comparatively 
analyzes the benchmark model and the extended model according to the model 
evaluation based on three aspects: the posterior edge of likelihood density, impulse 
response analysis and comparison of theoretical variance decomposition. Finally, this 
paper analyzes the extended model and its prediction ability. This part contains the 
model checking and exogenous shock decomposition. The model is tested by 
comparing sample forecasting abilities of DSGE, DSGE-VAR and BVAR models, 
adjusting parameter settings and changing the sample period to test the robustness of 
the model. The exogenous shock decomposition is performed by counterfactual 
simulation. 
This paper obtains the following main conclusions: (1) Horizontal technology, 
investment efficiency, external demand and growing technology shocks are the 
governing exogenous shocks that cause the China's economic fluctuations. Compared 
with traditional open economy, impact of China's economic fluctuations in the 
background of international vertical specialization is reduced as the growing 
technology shocks and investment efficiency shocks, but is enhanced as the result of 
horizontal technology and external demand shocks. (2) In the long run, China’s 
economic fluctuations is most affected by the horizontal technology shocks under 
international vertical specialization, however,, the influence of the external demand 
shocks is still significant. (3) With China steps into the international vertical 
specialization more deeply, the external demand shocks affect the macroeconomic 
fluctuations to a larger extent. (4) Assessments of the DSGE-VAR ( ) model reveal 
that the DSGE model built in this paper is reliable; counterfactual simulations also 
show that the external demand shocks is one of the most important exogenous shocks 
that affect China’s economic fluctuations. 
Compares with the existing research, the main contributions of this paper follow: 
First, in the framework of the DSGE model, this paper comparatively analyzes the 
impact of exogenous shocks on China’s economic fluctuations based on whether to 
consider the background of international vertical specialization. Second, this paper not 
only uses the DSGE-VAR and BVAR models to test the robustness of the models, but 
also considers the impact of different parameter settings and sample selections on the 















paper are more robust and reliable. Third, the quantitative analysis successfully 
portrays the impact of the exogenous shocks on China’s economic fluctuations, 
varying with the degree of international vertical specialization in the paper. 
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